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What is MERS?

MERS: voluntary municipal employee pension plan. created by
Legislature in 1945 (PA 135): first statewide municipal pool

1976 AG # 5076: State has no funding liability under MI Const
art 9 sec 24 for any local government pensions
{Stute oversight where ne state $Sm MERS. all focal finding

On 8/15/1996. MERS separated from State. as a statutory public
corporation (1996 PA 220, MCL 38.1536(2))

thivaunuous yote in hot Housesy

MERS is only MI example of a state agency removed from state
government that continues operations as a public body

A SRItory publie corporation. s nstmentaity of a)f MERS participaring miariepalities s
conrin. admanitered by Retirement Beurd)
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Who are MERS Members?

« 700 municipalities in MERS pool. in over a thousand pension,
health or ancillary products (506 municipalives 10 1996;

« 75000 participants including 21.000 retirees
$52,000 parucipants 16 1996,

+ MERS is a tax qualified "governmental plan’ trust - tax
exempt under federal and state law

(RS Letier Favorable, Detanuwsation Levier dated #/15/2005, Interiral Revenue Code 301 (3¢
st & s exvinpt per S0%iars

* MERS Board invests all $6 B+ trust assets
1Subject o M Public Bruployee Renrament Sysiein Invesunent Act, 1965 PA 314

* MERS. as first and sole statewide municipal “pool.” has 60+
year record of success managing change & complexity .
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Who Operates MERS?

« MERS Retirement Board is trustee and fiduciary

» Local government composition of 9 Member Board
(3 year terms)
- 3officer plus 3 emplovee members chicied by
participatity municipalitics
1 retiree plus 2 public members [all appointed by Board)

+ The voluntary nature of MERS participation
+ evolving fiscal and emplovee henefit needs of mumcipalities
= ongoing lorce (v improve and innovate pooked benefits
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MERS and Health Pooling ...

* In 2001, at the request of MERS members for HELP.
Board directed feasibility study of pooled health care programs.

« Exhaustive review of federal and state law: pooled health and
ancillary benefits within overall MERS structure.

* Perceptual shift from MERS as a pension plan. to MERS

as a provider of pooled employee benefit programs
for municipalities.
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Legal Issues

< 1996 MERS nmdcpendence act (PA 220) empowcercd Board “(o establish addrtrom)
programs including but aot limited to DB and DC programs™

o State taws on mtergovernmental contracting and pooting 11951 PA 35: UCA of 1967:
MERS Act. 1984 PA 427, and athers)

o MERS Board as Plan Trusiee and Invesiment Fiduciary: bargaming issues and
hiduciary fences’
* Nature of fundmg obhgation under M law for pension und health benefits, Court

cases/OPEB implications commencing w 206

¢ Ledto 2004 PA 490:
- Expanded definition of MERS-dligible ‘muniopaliry’
Confirmed Board powers (o establish “health und welfare benefits. and other
et emplayment benefil programs”
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Collective Bargaining
and Employee Benefits

+ PERA and Act 312 (implements M! Const art 4 sec
48) ‘dominant’ in public employment
COAG #6235 B31/1984)

» Contract may ‘negotiate’ statute “out of existence’

» Negotiations subject to MI Const art 9 sec 24

Public pension accrued beneftt protection/funding obhigauons:

 State Investment Act (PERSIA) implements M1
Constart 9sec 18 & 19 . r
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What are “Fiduciary Fences”?

Action of Retirement Board (in exclusive capacity of Trustee
and Fiduciary of Plan) with uniform MERS-wide application
to harmonize Plan and bargaining on benefits:

« Foster plan integrity (short/long term fiscal impact. actuarial.
and technological capability).

« Goal: to deliver the MERS benefits the municipality has
promised when due {consistent with state and federal law).

¢ 1997 requirement for “corrent” actuarial valuation as
precondition for approving benefit change.
Amendment (o Investment Ac by 2002 PA 728, sec 20h03 i

The Role of Trusts

+ GASB OPEB Siandards 43 and 45 do not require benefits o

be funded or assets be held in trust: but there are substantial
incentives to do so.

« If assets are NOT held in trust:
Lmployer contributions 1o prefund OPLEB benefits will pot be coumed
against the OPLB cost in an cmployer’s annual financial report.
- Plan assets will not be counted against accrued liabilitics in OPEB
plan’s financial report.

I

Tavestment retarn assumptions mast reflect earnings on non-trast
employer assets (e.g.. short-term. fixed-income securities. usually
between 2 - 49 ), rather than pension [und investment relurmn
assumption (8% )
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Municipality Example

Assets Felires Hosith NotinTrus  Difference ‘

Investment Return .
a% 4%
ARC as a Porcentage of
Payroll
General o 3 19%
Police g 47 20%

Average Liability
Present Retirses

Genoral 60,000 100,000 40.000

Police 100.000 150,000 50,000
Future Retirees

General 30,000 55,000 25,000

Police 35,000 75,000

40,009
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OPEB Definition of Trust

« To count as a trust under OPEB standards:

— Employer contributions (o the plan must be
irrevocable: and

— Plan assets must be dedicated to providing benefits in
accordance with the terms of the plan: and

~ Plan assets must be legally protected from creditors of the
employer Cexclusive benefit” rule)
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RHFYV: Addresses Existing Liability

MERS Retiree Health Funding Vehicle (RHFYV) trust began operating
September 2004 for adoption by any municipality as OPEB-compliant trust

~ RS Private Letter Ruling # 200418044

Section 115 Governmental Itcgrad Trust (Parlcipating employers are pohoead subdivisions of
the stale or other entities whose spcome 13 excluded from tax:

- bmplover solely detertnies cetitribsion soucture and (undig

Provides eurnomies of scale by mvesting assets m the MERS Toral Market Fand (pension pooly
rust govemnad by MERS Buard

- RHFV offers edieanon and reduced fees on Actuanad Hewlth Valraricns 1o members
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Abcut 60 momerpaliies have adopted (Q2/2007)

HCSP: Individual Future Medical
Expense Reimbursement Accounts

Heslth Care Savings Program trust started in June 2004

~ JRS Private Lener Rubing # 200418044

1

Lmpiover-sponsored, wax-tavored medical saving account for sadividuil empioyees 1o
cover etr onsts of pest emplovinent beadth care

Employer and cmplovees dewernne comtributions streciure
- brlividual anployee avcomts B ested m MERS portfolioeron b ffee

Account availabie for tas-free resmbirsement of medical expenses ipon
feaving employment

— tner 70 mumespalities have wlomed (Q2/20071
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Legal Structure for Employee
and Retiree Health Insurance

» Public Non-Profit Health Plan Trust with 5 Member Board

« Municipal Risk Pool for Employee Health Benefits:

- Public Employer Pooling Arrangement
tFirst guthorized in (999 by mier-govennenial cottractng law, MOCL 124520

— Licensed under State Insurance Code as a Health entity in
Dec. 2004 MEWA. “Muliipie Framplover Welfare Amangement™

—~ MERS Premier Health is first licensed municipal health
pool under 1999 [aw (Began enroliment May 2005

«  Over 50 municipalities have adopted (Q2/2007)
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Drafting Lessons in MERS
Health Care Programs

* MERS Board immunized these pool programs from bargained
modification by “blow up” clause

« Health program language: Participation/coverage choices
contractually not an “accrued financial benefit” under M
Const: nor shall any funding method other than “pay as you
20" be required

» Health trust funds subject (o same investment standards as
public pension funds

* Trust funds dedicated exclusively for benefit of participants

m

Conditions for Pooled Success

= A comprehensive view of retirement — coordinating pension
and health care benefits,

+ Affordable and sustainable benefit designs — so retirees have
Iifetime access to income and health care.

¢ Equitable cost-sharing — spreading costs fairly without
jeopardizing access to care.

+ Encourage increased employee retirement savings — through
tax-deferred contributions and other incentives.

+ Stabilize growth in health care costs while ensuring quality
of care.

* Maximize growth in professionally invested trust assets by
federal and state tax exemiption on all investment earnings
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Concluding Observations

. Numbers DO matter>greater pool size, greater cconomics of scale. where
there are sound public policy Hmits on bargaining.

1

Paoling and fiscal responsihility plan provisions/legislation vital in the
public pension and heahth arena: to proactively constrain long-term
unatfordable benefit obligations. Focus on the goose. nor just the
golden eggs.

Judicial construction is critical:
- Evulvmg nature of pension ad health benefit and funding obhganons under

Mich Const art § section 24

= Rc -examuine PERA and Act 312 “overnide” in pension/bealth arena of conuary
e taw/local charter PIOVISIONS G, Tho Pudle Emproeson) Rebizom . 405, Confis ts ord

« Airermatn ey CRC Repers No » Jamsory. [W7,
— Public policy (explicit legislationy exception to general rale of judicial
RS —e——
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deference to Arbrtragion awards

Concluding Observations

4. Amend PERSIA (Public Emplovee Retirement System Investment Act).
1v statutority impose “Fiduciary Fences™ statewide on pension and health
fund trustecs. notwithstanding any other provision of law

- Explien fimmeations on public penston fund benofie mercases
- Reyuirement for health plan valuaon on cost inpact of benefic changes.
OAG #6244 Tipilogue

The Challenge ...

“To preserve its ability to address [current] and emerging
trends, America needs to return to fiscal discipline and focus
on the future. At both ends of Pennsylvania Avenue and on
both sides of the political aisle, we need leaders who will
face the facts, speak the truth, partner for progress, and
make tough choices. We also need leadership from our state
capitols and city halls and from businesses, colleges and
universities, charities, think tanks, the military and the
media. So far, there have been too few calls for
fundamental change and shared sacrifice.”

serziznent to Meer he Pemands of the 215 Century, Comypsirofler Geaerat of
davd Walker (Aupust 7. 2007 presentanon 1 The Federat Migwest [luman
Resources Connarl and the Checago Federal Execotive Board, ai p .
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